ISOC BOARD OF TRUSTEES — March 24" - 25" 2007

President & CEO’s Report

| am pleased to be making this report to the ISOC Board of Trustees at the end of the first quarter of
2007. The Internet Society is currently engaged in a period of rapid growth and organizational change
that will make it possible for ISOC to accomplish much more.

Although it is still early in the year, we have been able to accomplish a number of our key objectives
and make significant progress on others. A number of these are detailed in our operational reports.
We fully expect to meet all our commitments in the 2007 budget, and are making good progress in
our activities with respect to identifying a Major Strategic Initiative.

The key operational successes of 2006 were described in some detail in the individual operations
reports submitted for the November 2006 and January 2007 Board meetings and are therefore not
covered here in detail. Likewise, accomplishments to-date for 2007 are also described in the
attached operational reports and not covered here. However, before moving on to a review of our
financial situation, | have included a short summary of major accomplishments in 2006 that the
President and CEO was specifically involved in.

*  Worked with the PIR Board and Management to complete two very important PIR related
contracts: PIR-Afilias Agreement and the PIR-ICANN Contract.

* Made very significant progress on ISOC’s restructuring. The Director level on the ISOC staff
is completely new (with the exception of the Director of Public Policy). In addition 8 staff were
added at the next level of management. This is a tremendous amount of change and should
not be underestimated — either for the work and time that this requires to put into place or for
the time and effort it takes to build a well-integrated and smoothly functioning team. We have
made remarkable progress and it can only be attributed to the passion shared by staff and
ISOC members for ISOC’s mission.

* In addition to new staff, we also added a significant new dimension to our local and regional
presence as two new regional bureaus (Africa and Latin America and the Caribbean) were
launched as pilots. The results of these Bureaus are extremely encouraging and we are
evaluating next steps. We expect to come back to the Board in June with a proposal. The
ISOC European Chapter Coordination Council (ECC) has also asked to discuss next steps
with us given these Regional Bureaus, see: http://www.isoc-ecc.org for more details on ISOC
ECC.

* Successful participation by ISOC management in many Policy/Policy related forums, including
ITU Plenipotentiary, ITU Telecom World, IGF, IGF Advisory Group, etc.

* Launched the “ISOC Fellowship to the IETF” Program

* Supported a Chapter Wiki project (thanks to Luc Faubert, Franck Martin, and Patrick vande
Walle) and this will be used to inform our Outsourcing review in support of Resolution 06-23:
Create an Ad-Hoc committee on Outsourcing

* The IETF Administrative Support Activity (IASA) (http://www.ietf.org/rfc/rfc4071.txt) made
substantial progress in 2006 on some very difficult and sensitive programs. See
http://iaoc.ietf.org for full reports, but in brief, as part of the IETF Administrative Oversight
Committee (IAOC) we:
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o Completed the first ever open bid for the RFC Editor, with the decision to re-appoint
ISI. Contract negotiations have been completed (expect further progress on IPR
clause).

o Completed the first ever Service Level Agreement (SLA) between the IETF and IANA
(ICANN) for protocol parameter assignments

o Completed an RFI for IETF Secretariat Services (again the first ever)
o Completed RFC copyright transfers from ISOC to the IETF Trust

o Reached agreement to attach open source license to Secretariat tools
o Defined and implemented document retention policy

o Are preparing appropriate hand-over documents as there is a significant change in the
IAOC membership effective March 2007.

o Registered IETF as a trademark

o Made various changes in the RFC Editor process to improve document turnaround
and reduce costs. This was very successful as 2006 saw a large increase in the
number of RFCs published: 40% increase 2006 over 2005 (459 RFC’s vs. 327 in
2005), and yet costs were slightly less than in 2005.

o These accomplishments should not be under-estimated as every one of them was
breaking new ground of some kind. And 2007 will be just as busy as we continue to
“regularize” the IETF’s administrative structure and relationships/contracts with
supporting organizations.

FINANCIAL SUMMARY
Statement of Financial Position - Balance Sheet:
First and most importantly, due to the larger than budgeted Surplus we have significantly increased

our Total Net Assets. The graph below shows the very positive trends over the last ten years with
respect to Revenues, Expenses and Net Assets.

ISOC Total Net Asset Trends
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Since 2000, revenues have consistently exceeded expenses, leading to positive surpluses and this
allowed us to build a very healthy Net Asset position. This is important as it is a significant factor in,
and indicator of the financial health of an organization. Our Unrestricted Total Net Assets increased
by $2.3M USD since the end of December 2005, and our Total Net Assets at year end 2006 were
$3.6M USD. It is important to note that this means we have met our operating reserve commitment
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to the Board and to the IETF with respect to six (6) months cash on hand vs. operating requirements
a year ahead of schedule.

The graph below shows the very positive trends for Surplus, Cash and Cash Equivalents and Total
Net Assets 2000 - 2009. The ‘bump’ in our 2006 surplus is detailed later in this report (and has been
forecasted for the last six months) and it is this better than budgeted surplus that allowed us to meet
our reserve target earlier than expected. It should also be pointed out that meeting this reserve target
in 2006 means we are able to increase our expenditure level in future years as the requirement to
build our Net Asset position now moves to maintaining our position rather than building it. In other
words, we would have had to have a large surplus in one of these years in order to meet our reserve
commitments.

2000 - 2009 Financial Indicators

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
oS Umplus 021 043 009 065 046 030 230 045 048 058
pmgmm=( 3sh & Cash Equivalents (Mio USD) 012 024 019 048 1.10 140 380 430 4380 540
eomms=Total Net Assets (0.42) (0.27) (0.25) 037 096 123 356 400 450 510

The Graph below shows sustained progress towards a healthy Reserve position.

2000 - 2009 Cash on Hand vs Operations

6 months

7 months

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Fcash & Cash Equivalents (Mio USD) 012 024 0.19 048 1.10 140 380 430 480 540
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The cash and cash equivalents of $3.8M at year end 2006 represents seven months of operational
expenses, putting us ahead of our reserve target of six months of unencumbered cash vs. recurring
operating expenses.

Statement of Activities (P&L):

As stated above, the overall surplus is $2.3M USD, and as has been reviewed several times over the
last six months, this is attributed to the following items:

Revenues:

Total revenues were $9.8M USD ($373K better than budget) due to the additional $600K ISOC
received from PIR’s 2005 surplus. As stated in November, we expected an increase in Platinum
contributions as part of an extended fundraising activity related to our increased support to the IETF
and a change in hosting for the IETF meeting model, but this model took longer than expected to
define and the take-up was also slower than expected thus contributing to a shortfall of $300K in the
Platinum Program. There was some late and significant success in 2006 ($175K), but it didn't hit until
early 2007. There was some good news in traditional Organizational Member Revenues as we were
virtually on budget with a shortfall of only 13K vs. a budget of $800K (1.6%). We continue to work all
Membership areas aggressively and this is covered in the Organization Membership Report. We are
committed to developing alternative revenue streams to reduce dependency on the .ORG surplus.

Expenses:
Total expenses were lower than budget by $1.7M (18%) due to:

* Salary expenses were significantly below budget due to the extended time it took to bring new
staff on board (approx. $750K net given individuals were brought in to help on short-term
contracts). There were two principal reasons for this delay: First: there were significantly
more resumes received than expected (for example, more than 70 resumes were received for
some positions), and we significantly extended our processes to include more outreach
to/involvement of our community. Second: the hiring process for all Directors had to be re-
started due to an unexpected situation. Unfortunately, this coincided with the summer months
(for the Northern hemisphere) and so nearly five months were lost.

» External Program Costs were under spent by $500K in total due in part to the delayed start-up
of the Regional Bureaus and Regional Policy Advisory Groups, and the Project Funding
Committee under spent by $95K due to a shortage of appropriate projects.

* |ASA expenses were $180K less than budgeted (mainly the RFC Editor).

* Communications and Marketing expenses were under spent by $114K due to the delay in
bringing on the Communications Director.

A schedule showing the 2006 Budget vs. Forecast and Actuals in more detail is included at the end of
this report.

SUMMARIES OF MAJOR ACTIVITIES (not covered elsewhere in our reports):
IETF Administrative Support Activity (IASA):

The commitments outlined in RFC 4071 are on track and the IETF community is quite happy with the
performance of the IASA model to date, as well as the progress being made with respect to the
overall administrative situation. ISOC is a critical part of this process. The relationship between the
IETF and ISOC is good and likely to be deepened given the future strategic development of ISOC.
We expect to work more closely with the IETF and other technical communities as we progress our
Major Strategic Initiative (MSI).
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Again, over the past year IASA has seen a number of operational successes and the highlights are
outlined above. IASA under spent their 2006 budget (by $180K on a total budget of $3.8M) due
largely to the RFC Editor under-spending ($138K). Various changes were made in the RFC Editor
process in an attempt to improve document turnaround and reduce costs. This was clearly successful
as 2006 saw a very large increase in the number of RFCs published (40% increase 2006 over 2005
(459 RFC’s vs. 327 in 2005), and yet costs were slightly less than in 2005. See: http://www.rfc-
editor.org/num_rfc_year.html for an impressive graph.

Finally, as reviewed previously, the IAOC is facing a significant turnover in membership this March:
with nearly half of the IAOC not returning. However, the IAOC, under Lucy Lynch’s Chairmanship, is
well prepared. We are working on a transition plan and related documents to hand over to the new
IAOC this March, and do not expect any significant problems.

Public Interest Registry (PIR):

As noted above, PIR exceeded their 2006 budget commitment ($5.5M USD) to ISOC and contributed
an additional $600K USD based on a higher than budgeted 2005 surplus.

Negotiations between PIR and ICANN were successfully completed in December 2006 awarding PIR
the .ORG registry contract through June 30, 2013, with assumed renewal thereafter. This is a
significant milestone for PIR and ISOC (http://www.icann.org/tlds/agreements/org/), because it gives
a significantly more stable revenue stream with projected long-term growth. In addition, the
agreement between PIR and Afilias was re-negotiated and extended. We view this as very good
news because Afilias is an exemplary partner.

The PIR Board engaged a search firm to recruit PIR’s new President and CEO, and the search is
progressing well. Eva Frélich has been serving as interim PIR President and CEO, since January 1
of this year, and Susan Estrada was recently appointed Chair of the PIR Board.

A separate report has been filed for this Board meeting with regard to the three PIR Board of
Director’s slots coming up for renewal at the end of 2007.

Members and Chapters

The most significant news here is first, the restructuring and expansion of the membership
department enabling new activities and more and better support to chapters and members; second,
the launch of the two Regional Bureaus as pilot projects enabling significantly better outreach to and
engagement with our chapters and members; and third, the continued development of our Chapter
Development Program which underlies all these activities. Management and all staff have put
considerable effort into all our membership activities and this is showing significant results. These
accomplishments are covered quite thoroughly in the various departmental operations reports, and
cannot be summarized easily here. Do review the operational reports, I'm sure you’ll be impressed
with the accomplishments and activities to-date, and we are still in the early days of this
transformation.

During this Board meeting we will conduct a detailed review of our activities with Members and

Chapters, and during the June/July Board meeting we will examine our efforts for our Organizational
Members, in order to solicit additional feedback from the Board on our activities.
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Public Policy

While we continue our significant efforts in the Internet Governance arena (and Matthew Shears will
retain responsibility for 1G in his new part-time role), engaging a new Director of Public Policy will
enable us to expand our activities significantly in other policy areas. We continue our efforts to
develop a more structured outreach program focused on international policy organizations, and are
working with the Organization for Economic Co-operation and Development (OECD) to gain Observer
status to the OECD’s Committee on Information, Computer and Communications Policy (ICCP). A
fuller review of our relationships (current and planned) was included in the Public Policy report for the
January 2007 Board meeting. ISOC’s goal with this program is to ensure we are well positioned to
have a significant influence on international IT policy developments. Our Regional Bureaus,
Chapters and all Members are expected to play a significant role as we deepen our engagement in
policy development across the world.

Additionally, we recently published a paper in support of the “User Centric Internet,” one of our major
programs for 2007 and this is expected to underpin many of our policy and education efforts. See:
http://www.isoc.org/pubpolpillar/ under ISOC Public Policy Priorities.

Education

The Education department is in a position similar to where the Policy group was last year as it
continues to expand in ISOC’s traditional areas while also working to develop new activities. These
new efforts will largely focus on supporting policy and technical education programs.

The ISOC Fellowship to the IETF was formally and successfully launched (with much fanfare and
international press coverage) after two pilot groups in 2006. We continue to expand our “traditional”
workshop activity by moving up the technical and/or policy ladders and by expanding our
relationships with other organizations, and/or increasing our geographic coverage.

Communications and Infrastructure

The new communications director started in January and two new positions are expected to be filled
in the next few months - an international events manager based in the Reston office, and a senior
communications manager to be based in the Geneva office. The communications staff have begun a
number of projects including a redesign and simplification of the ISOC website, an examination of
press and communication procedures, development of communications assistance for chapters, and
the annual report for 2006.

The ISOC site now hosts a space for the Advisory Council to post information and communicate on
ISOC-related matters, and further developments are planned for the future. The Chapter Wiki
(created by several enthusiastic chapter members as mentioned above) will be integrated into the
ISOC site.

Of note infrastructurally, installation of the IP PBX for the Geneva office was completed in January
and staff plan to complete the project in the Reston office later this year. An Internet conferencing
system (Marratech) has been installed and will be launched for internal and external use in April. Staff
worked with the system to understand its potential use and plan to utilize the system for both internal
collaboration and external programs. An open source streaming audio package (Shoutcast) will also
be available on the conferencing server, making it possible to produce Web events on public policy,
technical education or other topics for larger potential audiences.
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Major Strategic Initiative:

We are making good progress in fleshing out possible initiatives. Please see reports submitted
separately in advance of this Board meeting.

ISOC Restructuring:

The reorganization of ISOC'’s staff and departments has been both a critical and significant event,
and the transition is nearly complete. While it had been planned to fill all director’s positions by the
end of January, the CFO position remains open.

We made substantial efforts in all our hires to reach out to key parts of our extended community and
involve them in the recruitment and interview process. While this takes significantly more time to
process, we believe it has facilitated the entry of the new hires. In addition, it was my goal to strike
the right balance with respect to bringing people in from both inside and outside of the community.
We need new blood and also need to find people who can work well within this subject matter and
within this community. This is much harder than one might imagine as ISOC activities cover a wide
range of subjects and its activities take place in a challenging, complex, and truly international
environment. One of the key goals for 2007 will be getting the new senior team solidly integrated and
working well, and all signs are that this is coming together well. An operational staff retreat was held
in mid-January to plan for our 2007 — 2009 commitments and to support our Major Strategic Initiatives
project. Following is an organizational chart showing current status.

ISOC 2007 Organization Chart
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2006 Financial Summary

A schedule showing the 2006 Budget vs. Forecast and Actuals in more detail is included on the
following page. As this was reviewed earlier in this report it is not repeated here.

In closing, ISOC has come a very long way in a few short years. 2007 marks the first year - ever -
that ISOC has the financial and human resources needed to build an organization that will be able to
bring together all our members and partners, to work together to make a real difference. We have a
strong and exciting plan for 2007, and we have the right combination of evolutionary growth and long-
term strategic focus. | am pleased with our progress against our 2007 commitments and am fully
confident that we will deliver to the plan.

Thank you for your continued support, to ISOC, to our mission, and to me personally.
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